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c. Denial of tax exemption where bond proceeds are invested in fed
erally insured deposits 

Explanation of provisions 
The bill would eliminate the tax exemption for IDBs if a signifi

cant portion of the proceeds of the issue of which the obligation is a 
part is to be invested (directly or indirectly) in deposits or accounts 
in a federally insured financial institution. A federally insured fi
nancial institution is defined as a bank, savings institution (includ
ing a mutual savings bank, cooperative bank, and domestic build
ing and loan association), or credit union, the deposits or accounts 
of which are insured under Federal law. 

The denial of tax exemption would not apply, under the bill, to 
(1) proceeds of the issues invested for an initial temporary period 
until such proceeds are needed for the purpose of the issue; (2) in
vestments related to debt service; or (3) investments in a reason
ably required reserve or replacement fund not exceeding 15 percent 
of the proceeds of the issue (unless the issuer establishes that a 
higher amount is necessary). 

The bill would not affect any Federal guarantee (direct or indi
rect) of tax-exempt bonds other than that resulting from Federal 
depository insurance. 

Effective date 
The provisions relating to federally insured tax-exempt bonds 

would apply to obligations .issued after April 14, 1983. 

Revenue effect 
The exact size of the revenue effect for these provisions is inde

terminate. However, because there are many potential bond pro
grams that could effectively utilize FSLIC and FDIC guarantees, 
the revenue gain in future years is likely to be substantial. 

d. Limitations on small issue IDBs 

Explanation of provisions 

Limitation to small businesses 
The bill would eliminate the tax exemption for small issue IDBs 

used to finance any facilities the principal user of which is a large 
business. A large business would be defined as any person (includ-

• ing individuals, corporations or partnerships) which, during the 3-
year period ending on the date of issuance, incurred an aggregate 
amount of capital expenditures in excess of $20,000,000 in connec
tion with a trade or business. Capital expenditures to replace prop
erty destroyed or damaged by fire, storm or other casualty, certain 
unforeseen capital expenditures, and qualifying in-house research 
expenses (excluding research in the social sciences or humanities 
and research funded by outside grants or contracts) would not be 

I taken into acount for purposes of the $20,000,000 limitation. 
I For purposes of the large business limitation, related persons 
would be treated as one person. Related persons would include 
family members, fiduciaries, and corporations (or partnerships) 
subject to common control. 
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Limitation on aggregate amount of small issue financing 
The bill would eliminate the tax exemption for any small issue of 

IDBs the aggregate authorized face amount of which, together with 
the outstanding small issue obligations of any principal user of 
facilities being financed with the issue, exceeds $20,000,000. Out
standing small issue obligations would include the aggregate face 
amount of all small issue obligations which financed any facilities 
of which the person was a principal user and which are outstand
ing at the time of the later issue (not including any obligation 
which is to be redeemed from the proceeds of the later issue). The 
limitation would apply without regard to the location of the previ
ously financed facilities. Outstanding small issue obligations would 
not include IDBs qualifying as tax-exempt under any provisions 
other than the small issue exemption. 

For purposes of the limitation on the aggregate amount of small 
issue financing, related persons (including family members, fiducia
ries, and corporations subject to common control) would be treated 
as one person. Thus any business, together with other related busi
nesses, would be limited to an aggregate of $20,000,000 of outstand
ing small issue IDB financing. 

Elimination of small issue exemption for financing land 
The bill would eliminate the tax exemption for small issue IDBs 

used to finance the acquisition of land. The small issue exemption 
would be limited to bonds used to acquire, construct or improve 
property of a character subject to depreciation, and qualified re
funding issues. 

Effective date 

The provisions regarding small issue IDBs would apply to obliga
tions issued after the date of enactment of the bill. However, in de
termining the outstanding small issue obligations of any person for 
purposes of the aggregate $20,000,000 limitation on small issue fi
nancing, all previously issued obligations would be taken into ac
count. 

Revenue effect 

These provisions are estimated to increase fiscal year receipts by 
less than $50 million in 1984, $0.2 billion in 1985, $0.4 billion in 
1986, $0.5 billion in 1987, and $0.6 billion in 1988. 
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